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All values in million U.S. §$ Exchange rate as of report 
unless otherwise stated. date (official rate): 
U.S. $1.00 = LL 3.05%* 


KEY ECONOMIC INDICATORS: LEBANON, MAY 20, 1972 


A B eae Deis: 
1970 1971 1972 % Change 
(Entire (Partial same 

Item, and date of most Year) as indi- Period B 

recent data shown canes cated) 

Average $ Exchange Rate 

in LL (4/72) 4/ & 2/ 3.27 3.22 3.10 - 3.8% 

Central Bank Rediscount Rate 3% 3% 3% 

Money Supply (4/72) 3/ & 4/ 441 551 544 +18 %& 
Currency in Circulation 294 321 327 +9 %& 
Demand Deposits 147 230 217 +35 %& 

Bank Loans and Advances* 1,349 1,660 Not +23 %& 

Commercial Bank Prime Rate Available 

2/ 6.5 %& 6% 5.5% 

Commercial Bank Average 

Rate 2/ 7 - 5 - 4 - 
9% 8% 7-8% 

Gross Foreign Assets (Gold 

and Foreign Reserves) * 

l/ & 3/ 1,035 1, 387 Not +31 % 
Central Bank 357 514 Available +44 % 
Commercial Banks 678 843 Not +24 %& 

Gross Foreign Liabilities* 297.9 341.9 Available +14.7% 

ly & 3/ 

Central Bank 2.9 1.9 Not +52 .6% 
Commercial Banks 295 340 Available +15 %& 

Electric Power output 

(in 1,000 KWH) (1/72) 4/ 1,229.9 2,175 113.4 + 9.5% 

Wheat Production in 1,000 MT 50 45 60(est.) 

5/ 

Cement Production in 1,000 MT 

(1/72) 4/ 1,339 1,499 91 - % 
Domestic Sales 893 595 59 - 3.3% 
Exports 402 584 24 -44 % 


* % Change is that of entire 1971 against 1970. 
** Free market rate as of early June, 1972 is approximately $1.00 = LL 3.05 
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A B S D 
1970 1971 1972 % Change 
(Entire (Partial same 
Year) as indi- Period B 
sta cated) 
Construction Permits, Beirut 
(2/72) 4/ 
Number of Permits issued 523 508 112 + 19% 
Area in 1,000 sq. meters 580 545 219 +170% 
Transit Trade in 1,000 MT 
(1/72) 4/ 898 880 49 - 26% 
Industrial Exports (4/72) 8/ 67.5 85.15 31.3 + 25.7% 
Fruit Exports in 1,000 MT 
(1/72) 4/ & 6/ 262 345.9 43.8 - 10% 
Price Indices, (Base 1966 = 
100) 4/ 
General Wholesale (2/72) L077 109.4 117.4 + 6% 
Foodstuff (2/72) 432.0 113.9 130.7 + 10.3% 
Clothing (2/72) 115.0 124.4 131.3 + 7% 
Housing (2/72) 103.2 103.6 104.0 + 0.3% 
Other Expenses 103.9 109.4 102.6 + Liss 
Tourism (Non-Syrian Total 
Arrivals in 1,000) 
(2/72) 4/ 822.3 1,015.7 124.8 + 2.2% 
Non-Syrian Arab Arrivals 534.2 619.1 68.3 - 14.2% 
Western Arrivals Zeke 314.06 43.2 + 41% 
Other Arrivals (Syrians Ex- 
cluded) 66.9 82,537 L323 + 13% 
Customs Receipts (2/72) 4/ 60.5 78.5 13.5 + 30% 
Foreign Trade (9/71) 4/ (1969) (1970) (1971) 
Total Exports, FOB 180 ye 188.7 +26% 
Exports to US FOB 4a 7-9 4.9 +28% 
Total Imports CIF Z 618.6 699.2 569 + 4.3% 
Imports from US CIF 55.4 68.5 62.7 +23 .9% 
Imports from UK CIF 78.4 79.6 46.3 -29% 
Imports from Syria CIF 31.5 24.4 12.8 -33% 
Imports from France CIF 49 65.2 60.3 +19% 
Imports from W. Germany CIF $7.5 60.4 $7.2 +21.7% 


Imports from Italy CIF 43.7 45.8 42.2 +21% 








Main Exports to U.S. Tobacco, Wool, Oriental Carpets, Hides, 


Leather Goods and Oriental Souvenirs. 


Main Imports from U.S. Grains, Internal Combustion Piston Engines, 


Motor Vehicles and Their Parts and Accessories, 
Pharmaceuticals, Animal Feeds, Kraft Paper, 
Seeds, Machinery and Domestic Electrical 
Appliances. 


SOURCES : 
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International Monetary Fund. 


2/ U.S. Embassy, Beirut and its other local sources. 

3/ Lebanese Central Bank. 

4/ Statistics Office, Lebanese Ministry of Planning. 

5/ American Agricultural Attaché, Beirut. 

6/ Lebanese Government Fruit Office. 

7/ Foreign Trade Statistics, Lebanese Customs Administration. 

8/ Lebanese Ministry of National Economy. 

NOTE: 

1. GNP Estimated at $1,633.3 million for 1970 by the Ministry of 
Planning, an increase of 10% above 1969 level. 

2. Embassy estimates 1971 population at 2.78 million. 

Y. Excludes unrecorded gold exports amounting to $80-90 million. 

Z. Imports statistics include gold imports. 


SUMMARY 


In our last Economic Trends Report dated November, 1971, we stated 
that, with the sole exception of the construction industry, all 
major sectors of the Lebanese economy have recovered from the 
recession which began with the Intra Bank failure in 1966. Since 
the date of that report, the construction industry has not only 
recovered but may be on the verge of a new boom. 


Although all basic sectors of the economy are healthy, tourism, 
industry, and banking are registering spectacular performances. 
The summer tourism season has barely begun and already many 
Beirut hotels are reporting frequent full capacity occupancy. 
1971 was a record tourist year in Lebanon and all indications are 
that 1972 will be even better. 


Though starting from a low base, industry has had a remarkable 
growth in the past decade. Industrial exports increased by 26% 
in 1971 to $85 million and for the first four months of 1972 have 
again increased by 26% in comparison with the same period of the 
previous year. 


Bank deposits are at a record level and have increased so rapidly 
that bankers report considerable difficulty in placing the short 
term commercial loans which they prefer. Net gold and foreign 
exchange reserves of the banking system totaled $1,015 million 

at the end of 1971 and represented approximately seventeen months 
of imports at the 1970 level. 


Of course, there are still fundamental problems within the Lebanese 
economy. Statistics are not available, but it is generally con- 
ceded that there is serious under-employment and unemployment. The 
current “mini" boom tends to emphasize the widespread income dis- 
parity between different segments of the population and to whet the 
appetite af the lower and middle classes for improved public educa- 
tional and social services. Nevertheless, the important point to 
remember is that progress is being made. The Government increased 
development expenditures in the 1972 ordinary state budget by 174% 
from 1971 and has undertaken a determined campaign to improve in- 
come tax collections, not only to obtain greater revenues, but also 
to provide more equitable social justice by eliminating practices 
whereby certain groups avoided paying income taxes. One should also 
remember that the national economy is estimated to be growing at 

a healthy 10% rate. 








Finally, as in every economic report about Lebanon, we must em- 
phasize that, to an unusual extent, its economy is linked to that 
of its neighbors. Arabs are the mainstay of the tourist industry 
and provide the bulk of foreign accounts of the banking system. 
Likewise, they buy two-thirds of Lebanon's exports and, with the 
exception of the two petroleum pipelines, are the sole customers 
for the important transit trade. Thus, Lebanon's prosperity, or 
the lack of it, is directly related to conditions throughout the 
Middle East. 


The Current Situation and Economic Trends 
($1.00 = LL 3.05 at current free market rate) 


The 1972 GOL ordinary state budget, approved by Parliament with 
only slight modifications, increased long term capital expendi- 
tures by 174.7% to LL 211.6 million ($69.4 million). LL 73 million 
($23.9 million) of these capital expenditures are for the Ministry 
of Defense, but the remaining LL 138.5 million ($45.4 million) 

are for long range economic and social development expenditures. 
This is the greatest amount for any year since the Intra Bank 
failure in 1966 and is particularly impressive in comparison with 
the average 6% increase for the years 1964 - 1971 and with the 
26.7% reduction in 1971 in relation to 1970. 


The estimated LL 211 million ($69.2 million) deficit between 
projected revenues and expenditures is to be covered by public 
borrowings, internally and/or domestically. However, the deficit 
is probably considerably overestimated and, in the absence of 
increased expenditures, may even be non-existent. Revenues in 
1972 were estimated to increase by approximately 10%, but all 
indications are that the rate of increase may be much larger. 

For example, customs revenues, the single largest revenue source, 
are reported to be approximately 30% more than for the previous 
year. Likewise, the Government is reported to be experiencing 
considerable success in improving its income tax collections. 
Nevertheless, the Government is proceeding with a LL 100 million 
($32.8 million) bond issue and others are planned. Consequently, 
the Government should have the funds to undertake development 
projects additional to those for which provisions are made in the 
current budget. 


Tourism--Economy's Star Performer 


Statistics now available confirm our prediction that 1971 would 
be a record year for Lebanese tourism. Total 1971 arrivals were 





2,257,397 for a 34% increase over the previous year. If 

Syrians are excluded because of the large number of border 
crossers, the total was 1,015,722 for a 24% increase. The 
number of U.S. arrivals was 72,435 for a 37% increase and 
Western European arrivals were 190,373 for a 47% increase. 


Total arrivals, excluding Syrians, for the first two months 
of 1972, the most recent period for which statistics are 
available, are only 2.3% more than for the similar period 
of the previous year due to a sharp drop in the number of 
Jordanian arrivals caused by Syrian restrictions against 
transit by Jordanians. The Syrian Government is reported 
to have eased its restrictions against Jordanians and the 
number of Jordanian arrivals is increasing. The number of 
Western arrivals for the first two months of 1972 increased 
by 41%. 


The sharp increase in Western arrivals has been particularly 
beneficial to the economy as their average per capita expen- 
ditures are greater than for those from other areas. Fur- 
thermore, they tend to stay in the Beirut hotels while the 
Arab tourists concentrate their visits to Lebanon's mountain 
resorts in the summer months in order to escape the heat of 
their own countries. 


The n@in tourist season has only barely begun but already 
Beirut's hotels report near capacity occupancy. The mountain 
resort hotels also report heavy reservations for the summer 
season. All indications are that 1972 will be another record 
tourist year. 


A 500-room Holiday Inn is scheduled to open in 1973 and other 
large hotels, including one to be managed by Hilton, are 
under construction or contemplated and should enable the 
Lebanese tourist industry to continue to grow. 


Industry Becoming Increasingly Important 


Even most residents of Lebanon are not aware that industry 
makes a greater contribution to thegross domestic product 
than does the agricultural and fisheries sector: 13.3% as 


opposed to only 9.5% in 1969 (the most recent year for which 
official statistics are available). This is despite the fact 
that approximately half of the working population are engaged 
in agriculture and considerably less than half of that, in 


industry. 








Despite generally low tariffs and few quotas, Lebanese 
industry has grown rapidly in the past decade and is rela- 
tively diversified. Textile and foodstuffs are the largest 
industries, followed by the processing or manufacturing of 
beverages, leather, soap, cigarettes, and metal items. In 
addition, there are plants for the manufacture of pharmaceuti- 
cals, cosmetics, sanitary wear, elevators, and a wide variety 
of other products. 


Industrial exports, mostly to Arab countries, have also grown 
rapidly. In 1967 they amounted to only $28.2 million, but 
have increased to $85.15 million in 1971. For the first 

four months of 1972, industrial exports were 26% greater 

than for the similar period of the previous year. 


Banking Deposits Continue to Soar 


Spurred by the decline of the Euro-dollar rate, the continuance 
of the Middle East ceasefire, and the general optimism within 
the Lebanese business community, both demand and savings de- 
posits have continued their steady climb, which began in 

late 1970, and are presently at an all time high. Demand 
deposits at the end of 1971 totaled LL 1,101 million ($360.9 
million) and savings deposits LL 3,322 million ($1,089 million) 
for spectacular increases of 40.4% and 34.3%, respectively, 

as compared with the end of 1970. 


Despite the fact that the increased deposits have caused a 
reduction in interest rates, bankers report considerable 
difficulty in placing these increased deposits. Part of the 
difficulty is due to the fact that bankers prefer to make 

short term commercial loans. As a result, local banks have 
eagerly subscribed to recent GOL bond issues despite relatively 
low interest rates. Hopefully, the Development Bank for Tourism 
and Industry, which has been authorized but not yet established 
by the GOL, will provide much needed medium and long term develop- 
ment loans by absorbing the surplus liquidity within the bank- 
ing system. 


Marked Improvement in Construction Industry 


In our November, 1971 report, we stated that the decline in the 
construction industry, which began with the 1966 Intra Bank 
failure, had apparently leveled off and predicted that con- 
struction might soon be on the upswing. We based this on our 
observation that work had resumed at numerous Beirut construc- 





tion sites which in many cases had been suspended since 1966. 
Our prediction has apparently come true as evidenced by the 
19% increase in the issuance of Beirut construction permits 
with a remarkable 170% increase in floor space for the first 
two months of 1972 compared with the permits issued for the 
same period of the previous year. 


Another indication of potential increased construction activity 
has been a recent jump in the sale of real estate. Local 
bankers and other knowledgeable sources attribute the increased 
construction to generally improved business conditions and to 
the fall of the Euro-dollar rate which makes investment in 
apartments and business offices more attractive. Some sources 
have even expressed fears that the recent increased construction 
activity might indicate a return to the "boom" of the early 
1960's when there was much speculative construction and real 
estate transactions. Such is a possibility, but the laws 
passed since that time, which greatly restrict the amount of 
real estate that a non-Lebanese may own, would limit the inflow 
of speculative funds. 


Problems for Lebanese Transit Trade 


Transit trade through Beirut's free port to Saudi Arabia, Ku- 
wait, Jordan, and other Arab countries more than doubled in 
the immediate years following the closure of the Suez Canal 
in 1967. However, it declined by 2% in 1971 and by 26% for 
the first two months of 1972. The 1972 decline was partly 
due to abnormally bad weather and other factors producing 
greater than usual port congestion in Beirut. However, the 
chief reason for both declines was the Syrian restrictions 
imposed in mid-1971 concerning the transit through its territory 
of goods to or from Jordan. Syria has since eased these re- 
strictions, but transit trade to and from Jordan has not yet 
returned to its normal levels. 


Perhaps of more serious implication for the transit trade was 
the June lst Iraqi announcement of its nationalization of the 
Iraq Petroleum Company (IPC) and the Syrian announcement of 


its nationalization of the IPC pipelines on its territory. 
Two of the IPC pipelines terminate at Tripoli in north Lebanon. 


They have a combined capacity of approximately 550,000 barrels 
of oil daily and at capacity operation provide approximately 
$12 million annually in transit fees to the Government of 
Lebanon. The IPC refinery at Tripoli, which employs approxi- 
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mately 400 and provides 60% of Lebanon's petroleum requirements, 
is operating normally; but the IPC export terminal, which em- 
ploys approximately 300, is closed. Lebanese Premier Salam 

has stated publicly that Lebanon does not intend to nationalize 
the IPC facilities on its territory. However, it is to be ex- 
pected that exports will be hindered unless agreement is reached 
on compensation for IPC's nationalization. 


Balance of Payments and Monetary Policy 


Thanks to a general relaxation of tension throughout the 
Middle East and to a decline in the Euro-dollar rate, deposits 
of Lebanese banks have grown so rapidly that bankers report 
considerable difficulty in placing the commercial loans which 
they prefer. At the end of 1971, deposits totaled $1,357 
million, a 31% increase from the same date of 1970. 


The Bank for Industry and Tourism, which the GOL has authorized 
but not yet established, may absorb some of these surplus 
funds, particularly if private banks participate as is planned. 
The public borrowings of LL 211 million as contemplated by the 
1972 budget will also absorb some of the surplus liquidity. 
Commercial banks eagerly subscribed to a recent GOL LL 100 
million bond issue and others are planned. 


Currency in circulation as of April 30, 1972, was 9% greater 
than for the same date of the previous year and was consistent 
with reports of improved commercial activity. Gold and con- 
vertible foreign currency holdings of the Central Bank also 
increased by 9% to $857 million or slightly more than 85% of 
currency in circulation. 


Lebanon maintained its traditional free monetary system through- 
out the international currency crisis which began in late 1971 
and which led to the Smithsonian Agreement of February, 1972. 

On May 11 the Lebanese Council of Ministers approved in prin- 
ciple a proposal to authorize the Minister of Finance, in co- 
operation with the Bank of Lebanon and the International 
Monetary Fund, to determine a new parity for the Lebanese pound 


expressed in relation to the United States dollar. The new 
rate is to be determined after a six months' interval from en- 


actment of the proposed law. The present official rate of 

US $1.00 = LL 3.08 is used for computing customs duties and the 
free rate, which has appreciated from an average of US $1.00 = 

LL 3.27 prior to the 1971 currency crisis to the present approxi- 
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mate $1.00 = 3.05 rate is used for almost all other purposes. 
This change in the free rate represents an effective 6.7% 
appreciation for the Lebanese pound. 


Implications for the United States 


Lebanese Market Continues to Grow 


The most recent official statistics for the gross national 
product are those of the IMF for 1969 which reflect that the GNP 
increased by 6.8% that year to a total of LL 4,565 million 
($1,497 million) on by 4.3% on a per capita basis to 

LL 1,729 ($567). The Embassy estimate based upon opinions 

of GOL officials and other sources is that the 1970 growth 

rate was 8%; the 1971 growth rate, 10%; and the 1972 prediction 
is for at least 10%. With such growth rates, the GNP at the 
end of 1971 would have been LL 5,422 million ($1,778 million) 
or LL 1,888 ($619) on a per capita basis. Neither the total 
nor per capita figures are particularly large in comparison 

to those of developed countries, but they are quite respectable 
for a developing country. In addition, one must remember that 
the approximate two million annual visitors to Lebanon make 
substantial purchases of domestic and imported products. 


U.S. Exports to Lebanon Increase Substantially 


U.S. exports to Lebanon in 1970, the most recent year for 
which Lebanese statistics are available, were $68.5 million 

or 8.9% of Lebanon's total imports excluding gold and were 

the highest for any individual country. However, U.S. ex- 
ports for the first nine months of 1971, the most recent period 
for which Lebanese statistics are available, totaled $62.7 
million for a 23.9% increase over the same period of the 
previous year, and jumped to 12.8% of Lebanon's total imports, 
excluding gold. Part of the increase in U.S. exports to Lebanon 
was comprised of a large increase in cigarette imports follow- 
ing a steep price reduction by the State Tobacco Monopoly in 
January 1971. However, most of the increase represents a 

broad gain for U.S. exports of which the main items are grains, 
internal combustion engines, motor vehicles and their parts, 
pharmaceuticals, animal feeds, kraft paper, seeds, and domestic 
electrical appliances. 





U.S. exports to Lebanon should continue to grow as they should 
benefit from the overall Lebanese growth rate of 10% and from 
the recent devaluation of the U.S. dollar and appreciation of 
the currencies of other large exporters to Lebanon. Unfor- 
tunately, much of these benefits may be lost by an increase 

of freicht rates from the United States. 


U.S. Interests in Lebanon 


The chief U.S. investment within Lebanon is in the petroleum 
field and in all phases of that industry, i.e. pipelines, re- 
fineries, and marketing. 


U.S. hotel interests have evidenced particular interest in 
Lebanon's growing tourist industry. Presently, the largest 
hotel in the country is under the management of Intercontinen- 
tal, but an even larger hotel to be managed by Holiday Inn is 
to open in 1973. Other U.S. hotel interests are reported to 
be planning to invest in this growth industry. 


U.S. direct investment in the rapidly growing manufacturing 
sector is not large but a number of U.S. firms have expressed 
interest and some firms may soon make substantial investments, 


particularly if Lebanon and the United States conclude an in- 
vestment guaranty agreement. 


Finally, the United States is well represented by U.S. firms 
which maintain their regional offices in Beirut because of 

its good transportation facilities, schools, climate, hospitals, 
banks, hotels, and other facilities. As the growing oil revenues 


increase the purchasing power of the Middle Eastern oil producers, 
the number of U.S. firms locating in the area can be expected to 


continue to grow. 
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